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(2) A description of the form and sub-
ordination features of such retained in-
terest in accordance with the disclo-
sure obligations in §244.4(c);

(3) To the extent any portion of the
retained interest is claimed by the
sponsor as an eligible horizontal resid-
ual interest (including any interest
held in compliance with §244.10(c)), the
fair value of that interest (expressed as
a percentage of the fair value of all of
the ABS interests issued in the
securitization transaction and as a dol-
lar amount);

(4) To the extent any portion of the
retained interest is claimed by the
sponsor as an eligible vertical interest
(including any interest held in compli-
ance with §244.10(c)), the percentage of
ABS interests issued represented by
the eligible vertical interest; and

(5) To the extent any portion of the
retained interest claimed by the spon-
sor is a municipal security held outside
of the qualified tender option bond en-
tity, the name and form of organiza-
tion of the qualified tender option bond
entity, the identity of the issuer of the
municipal securities, the face value of
the municipal securities deposited into
the qualified tender option bond entity,
and the face value of the municipal se-
curities retained by the sponsor or its
majority-owned affiliates and subject
to the transfer and hedging prohibi-
tion.

(f) Prohibitions on Hedging and Trans-
fer. The prohibitions on transfer and
hedging set forth in §244.12, apply to
any interests or municipal securities
retained by the sponsor with respect to
an issuance of tender option bonds by a
qualified tender option bond entity
pursuant to of this section.

Subpart C—Transfer of Risk
Retention

§244.11 Allocation of risk retention to
an originator.

(a) In general. A sponsor choosing to
retain an eligible vertical interest or
an eligible horizontal residual interest
(including an eligible horizontal cash
reserve account), or combination there-
of under §244.4, with respect to a
securitization transaction may offset
the amount of its risk retention re-
quirements under §244.4 by the amount
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of the eligible interests, respectively,
acquired by an originator of one or
more of the securitized assets if:

1) At the closing of the
securitization transaction:

(i) The originator acquires the eligi-
ble interest from the sponsor and re-
tains such interest in the same manner
and proportion (as between horizontal
and vertical interests) as the sponsor
under §244.4, as such interest was held
prior to the acquisition by the origi-
nator;

(ii) The ratio of the percentage of eli-
gible interests acquired and retained
by the originator to the percentage of
eligible interests otherwise required to
be retained by the sponsor pursuant to
§244.4, does not exceed the ratio of:

(A) The unpaid principal balance of
all the securitized assets originated by
the originator; to

(B) The unpaid principal balance of
all the securitized assets in the
securitization transaction;

(iii) The originator acquires and re-
tains at least 20 percent of the aggre-
gate risk retention amount otherwise
required to be retained by the sponsor
pursuant to §244.4; and

(iv) The originator purchases the eli-
gible interests from the sponsor at a
price that is equal, on a dollar-for-dol-
lar basis, to the amount by which the
sponsor’s required risk retention is re-
duced in accordance with this section,
by payment to the sponsor in the form
of:

(A) Cash; or

(B) A reduction in the price received
by the originator from the sponsor or
depositor for the assets sold by the
originator to the sponsor or depositor
for inclusion in the pool of securitized
assets.

(2) Disclosures. In addition to the dis-
closures required pursuant to §244.4(c),
the sponsor provides, or causes to be
provided, to potential investors a rea-
sonable period of time prior to the sale
of the asset-backed securities as part of
the securitization transaction and,
upon request, to the Commission and
its appropriate Federal banking agen-
cy, if any, in written form under the
caption ‘“‘Credit Risk Retention’, the
name and form of organization of any
originator that will acquire and retain
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(or has acquired and retained) an inter-
est in the transaction pursuant to this
section, including a description of the
form and amount (expressed as a per-
centage and dollar amount (or cor-
responding amount in the foreign cur-
rency in which the ABS interests are
issued, as applicable)) and nature (e.g.,
senior or subordinated) of the interest,
as well as the method of payment for
such interest under paragraph (a)(1)(iv)
of this section.

(3) Hedging, transferring and pledging.
The originator and each of its affiliates
complies with the hedging and other
restrictions in §244.12 with respect to
the interests retained by the originator
pursuant to this section as if it were
the retaining sponsor and was required
to retain the interest under subpart B
of this part.

(b) Duty to comply. (1) The retaining
sponsor shall be responsible for compli-
ance with this section.

(2) A retaining sponsor relying on
this section:

(i) Shall maintain and adhere to poli-
cies and procedures that are reasonably
designed to monitor the compliance by
each originator that is allocated a por-
tion of the sponsor’s risk retention ob-
ligations with the requirements in
paragraphs (a)(1) and (3) of this section;
and

(ii) In the event the sponsor deter-
mines that any such originator no
longer complies with any of the re-
quirements in paragraphs (a)(1) and (3)
of this section, shall promptly notify,
or cause to be notified, the holders of
the ABS interests issued in the
securitization transaction of such non-
compliance by such originator.

§244.12 Hedging, transfer and financ-
ing prohibitions.

(a) Transfer. Except as permitted by
§244.7(b)(8), and subject to §244.5, a re-
taining sponsor may not sell or other-
wise transfer any interest or assets
that the sponsor is required to retain
pursuant to subpart B of this part to
any person other than an entity that is
and remains a majority-owned affiliate
of the sponsor and each such majority-
owned affiliate shall be subject to the
same restrictions.

(b) Prohibited hedging by sponsor and
affiliates. A retaining sponsor and its

§244.12

affiliates may not purchase or sell a se-
curity, or other financial instrument,
or enter into an agreement, derivative
or other position, with any other per-
son if:

(1) Payments on the security or other
financial instrument or under the
agreement, derivative, or position are
materially related to the credit risk of
one or more particular ABS interests
that the retaining sponsor (or any of
its majority-owned affiliates) is re-
quired to retain with respect to a
securitization transaction pursuant to
subpart B of this part or one or more of
the particular securitized assets that
collateralize the asset-backed securi-
ties issued in the securitization trans-
action; and

(2) The security, instrument, agree-
ment, derivative, or position in any
way reduces or limits the financial ex-
posure of the sponsor (or any of its ma-
jority-owned affiliates) to the credit
risk of one or more of the particular
ABS interests that the retaining spon-
sor (or any of its majority-owned affili-
ates) is required to retain with respect
to a securitization transaction pursu-
ant to subpart B of this part or one or
more of the particular securitized as-
sets that collateralize the asset-backed
securities issued in the securitization
transaction.

(c) Prohibited hedging by issuing entity.
The issuing entity in a securitization
transaction may not purchase or sell a
security or other financial instrument,
or enter into an agreement, derivative
or position, with any other person if:

(1) Payments on the security or other
financial instrument or under the
agreement, derivative or position are
materially related to the credit risk of
one or more particular ABS interests
that the retaining sponsor for the
transaction (or any of its majority-
owned affiliates) is required to retain
with respect to the securitization
transaction pursuant to subpart B of
this part; and

(2) The security, instrument, agree-
ment, derivative, or position in any
way reduces or limits the financial ex-
posure of the retaining sponsor (or any
of its majority-owned affiliates) to the
credit risk of one or more of the par-
ticular ABS interests that the sponsor
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